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Brazil's Economy in Statistics 
(Cruzeiro exchange rate of May 24, 1976: Cr$10.50 to US$1.00) 


I. Overall Statistics 1974 1975 %_ Change 
GDP (1972 prices; US$ billion) $74.3 77.3 + 4%, 
Per capita GDP (1972 prices; 

Pop. 107 million) $700 720 + 3% 
Rio cost of living 

Index (1965/67=100) 532 698 +317 
Gov. Revenue (Cr$ billion) 76.8 95.4 +247, 
Gov. Expend. (Cr$ billion) 72.9 95.4 +31% 
Money Supply ( M4 ) 120.8 171.9 +427, 
For Ex. Reserves (US$ billion) aaa 4.0 -22%, 


II. Selected Industrial Production Statistics 
Steel Ingots (million tons) 7.50 8.30 +11% 
Automotive Prod. (thousand units) 1.004 1.042 + 4% 
Crude Oil (million cu. meters) 10.3 9.98 - 3% 
Indus. Elec. Power Consumption 

(Billion kwh) aed 25.9 + 9% 


III. Selected Agricultural Production Estimates (million metric tons) 
1974 1975 % Change 


Estimated 


Sugar ; 6.0 -13% 


Soybeans ‘ ; +2 6%, 
Coffee ; 44 -13% 
Wheat -4 67, 
Corn 15; i 0 


IV. Selected FOB Exports and Imports in 1975 (US$1,000); and (in 


parentheses) Percentage Growth Over 1974 
Exports Imports 


Total 8,655(4+9%) Total $12,169 (-3%) 
Sugar 1,100(-17%) Capital goods 3,238 (+31%) 
Soybeans & Prod. 1,312(4+47%) Mineral Products 

(mainly petroleum) 3,210 (+5%) 
Green coffee 852(-1%) Iron & Steel 1,263 (-18%) 
Iron ore 908(+59%) Chemicals 1,439 (-14%) 
Transport Equip. 317(+70%) Transport Mat. 694 (+9%) 
Non-elec. Mach 260(+73%) Cereals (mainly 
Cocoa 220(+5%) wheat) 373 (-23%) 
Tobacco 142 (443%) 


V. Selected US Exports to Brazil in 1975 (US$ million) 
(US Department of Commerce Statistics) 


Total 
Wheat 274 Metal Working Machine Tools 
Aircrafts 146 Copper 
Phosphates Lubricating Oil 
(& Super-) 80 Electronic computers 





ECONOMIC TRENDS REPORT 
BRAZIL 


Summary 


Brazil's rate of economic growth fell to 4.0 percent 

in 1975, less than half of the rate in 1974 but still 
one of the highest growth rates of any major country. 
The prospects for 1976 are for a strong first-half 

and a weaker second-half, with a possibility that 

the performance for the year may be good as, or better 
than, last year's. Agricultural production in 1975 
increased by 3.4 percent; the outlook for 1976 is 
considerably better in most crops. Industrial production, 
which had led growth in previous years, also declined, to 
3.7 percent in 1975. Stringent import restrictions 

and credit constraints will have an impact on this 
sector in the second-half of 1976. The government's 
priority objectives this year, as last year, are to 
reduce the balance of payments deficit and to combat 
inflation. Inflation for the first four months of 1976 
reached 15.5 percent. The Geisel administration in 1975 
sharply increased import restrictions and placed even 
greater emphasis on import substitution policies. These 
policies will create investment opportunities for U.S. 
firms seeking to protect their Brazilian markets. 
Prospects for American export sales growth in 1976, except 
on a selective basis, are not promising. Competition 
from European and Japanese firms can be expected to 
heighten with the availability of long-term financing 
becoming an increasingly crucial factor. 


End Summary 





Overall Performance - Brazil's rate of economic growth 
dropped sharply in 1975 to 4.0 percent (GDP growth), 
reflecting GOB measures to cope with the dual impact 
of the world economic recession and high oil prices. 
The 1975 rate is less than half the rate in 1974 

(9.6 percent) and well under the 10.4 percent average 
growth rate that prevailed during the 1968/1974 boom 
period. Government spokesmen point out that Brazil's 
rate of growth last year compared favorably with the 
negative rate of growth in the industrialized world. 
The GDP grew last year to $77.3 billion (in 1972 
dollars). Per capita income reached approximately 
$721 (in 1972 dollars), assuming population of 107 
million. 


The upturn in aggregate demand and output in the 
second-half of 1975 has continued at a good rate 
through the first five months of 1976. There are 
indications, however, that this rate of demand and 
output cannot be maintained throughout the second-half 
of 1976, in light of measures taken to reduce the 
external deficit and contain inflation. These measures 
are expected to have a dampening effect on aggregate 
demand (and import demand) in the second-half of this 
year. Even with this expected slow down, however, there 
is a possibility that the overall growth performance 
for the year may perhaps be as good as, or better than, 
last year's. The growth of the economy in the early 
months of the year surpassed all official expectations. 
The 10 percent economic growth envisaged under the 
Second National Development Plan apparently has been 
abandoned as a goal for the time being. 


Especially since municipal elections are being 
held this year, the Geisel administration is likely to 
do whatever is necessary to keep its promise to avoid 
erosion of real wages of most workers. The decision 
last month to increase the minimum wage by 44.1 per- 
cent reflects this emphasis, but higher-than-expected 
inflation could mean that this year's real increase 
in the minimum wage will amount to less than the real 
increase in 1975. 





Agriculture - Agriculture, the star performer in 1974, 
grew 3.4 percent in 1975, a sharp decline from the 8.5 


percent growth rate registered in 1974. Crops declined 
by 2 percent last year. This decrease was more than 
offset by a hefty 15 percent increase in livestock 
production. The increased slaughter of livestock, 
however, was itself a product of drought conditions, 
Major causes for the decline in agricultural production 
were the poor climatic conditions, including severe 
floods in the Northeast, drought in the South, the 

July frost, and excessive rains in Parana and Rio 
Grande do Sul later in the year. The sugar, wheat 

and coffee crops were especially hard hit. Soybeans 
once again performed well, with a 26 percent increase 
over 1974, to 9.7 million tons. Other major crops 
experiencing an increase were rice, corn, oil seeds, 
cocoa, sisal and citrus fruits. 


The outlook for increased agricultural production for 
1976 is good. Climatic conditions, to date, have been 
favorable, and the government continues to provide a 
plentiful supply of low cost short-term credit to 
farmers on crops and has maintained the 40 percent 
fertilizer subsidy. Most crops are expected to show 
healthy increases over 1975 performances (in millions 
of tons): soybeans from 9.7 to 11.3, sugar from 6.0 
to 8.1, rice from 7 to 8.5, and corn from 15 to 18. 
Owing to the destructive frost and the length of time 
required between replanting and harvest, coffee pro- 
duction is expected to fall substantially, from 24 
million 60 kilo bags in 1975 to 9.5 - 10.0 million 
bags in 1976. Coffee production is not expected to 
reach pre-frost levels until 1978-79. Coffee prices, 
however, have climbed and this has helped to return 
coffee to the position (at least for early 1976) as 
Brazil's number one export. 


Industry - Industrial production increased by 3.7 
percent in 1975, half of the 1974 gain and far under 
the average 14 percent rate prevailing during the 
1968-74 boom period, when industrial expansion 

led overall growth. Estimates for specific industrial 
sectors indicate that vehicle production (including 
automobiles, trucks, busses and tractors) increased 
about 4 percent to 1.04 million units in 1975. Within 
the sector, production gains varied widely with 





passenger cars levelling off while tractors and 
commercial vehicles increased substantially. Other 
major sectors registering gains were electric 
appliances (16%) capital goods (7.4%), and petro- 
chemicals (2.8%). Steel production increased by 

10.6 percent to 8.3 million tons of ingots. Textiles 
suffered from a fall in demand during the first 
semester but rebounded to mark an overall increase of 
3.2 percent for the year. Civil construction grew by 
3.8 percent compared with 11.2 percent the previous 
year and, in spite of credit restraints, remains 
extremely active with labor shortages reported in 

Rio and Sao Paulo. 


The outlook is for a dampening of the rate of industrial 
demand and output in the second-half of 1976. Stringent 
import restrictions are beginning to create bottle- 
necks as some imported raw materials, spare parts and 
components become scarce and expensive, and sometimes 
impossible to obtain. Additionally, the government's 
renewed concern over inflation has resulted in credit 
constraints which have reduced the availability of 
working capital and created difficulties for many small 
and medium-sized firms. On the other hand the government, 
through the National Development Bank (BNDE) and its 
specialized agencies, has allocated large amounts of 
credit for priority industrial sectors in support of 

its import substitution policy. These sectors may also 
still benefit from other fiscal incentives, such as 
reductions in import duties, for investment projects 
receiving government approval. The medium and long 
range effects should be to spur development of local 
industry as imports become more difficult to obtain. 


Inflation and Monetary Policy - Containing inflation 
recently has become a higher priority, although still 
second to the priority of improving the balance of 
payments. The yearly inflation rate (as measured by 
the General Price Index) was 30.1 percent in 1975, 
approximately 4 percent less than the rate in 1974. 
The money supply grew by 42 percent in 1975, far 
above the government's announced goal of 30 percent. 
Much of the money supply increase took place in the 
final three months of the year which contributed to 
a flare-up of inflation for the first four months of 
1976 to 15.5 percent according to the General Price 
Index. Other causal factors were the traditional 





government authorized price increases at the beginning 
of the year and import restrictions. Additionally, 

an inflationary psychology, coupled with wide avail- 
ability of consumer credit, led to anticipatory 
purchasing on the part of the consumer up to the 
beginning of the second quarter. Retail sales for 

the January/February 1976 period in Rio and Sao Paulo 
were 55 percent above the same period in the preceding 
year -- clearly rising at an unsustainable rate, 


The government has announced that it will tighten mon- 
etary policy, and claims that money supply growth for 
1976 will not exceed 25 percent. The limits on 
interest rates charged by credit agencies and invest- 
ment banks havebeen lifted and these rates have 
started to rise sharply. At the same time Central 
Bank rediscount rates have been increased along with 
compulsory reserve requirements. Government spokes- 
men have also indicated that the money supply will 
be controlled carefully to avoid undue pressure on 
small and medium-sized firms. Inflation in 1976 

will run well ahead of inflation last year. From 
January through May, according to an announcement 

by Finance Minister Simonsen, the cost of living in 
Rio rose by about 21%, or nearly double the 11% 
increase during the same period in 1975. 


Devaluation - The cruzeiro suffered a cumulative 
devaluation of 21.97 percent in 1975 in relation to 
the dollar. The government continued its mini-de- 
valuation policy, adjusting the cruzeiro rate as a 
function of the relative rates of inflation in Brazil 
and its principal trading partners (mainly the U.S.). 
The decline in the terms of trade during the last 

two years, reflecting especially the higher cost of 
imported oil and drops in the prices of many 
commodities which Brazil exports, has not been offset 
by the mini-devaluations. The question of an over- 
valued cruzeiro has been the subject of a continuous, 
and recently heightened, debate in Brazil. The 
Government has indicated it will continue its mini- 
devaluation policy. Although the higher than usual 
devaluations in the first part of the year spurred 
some hopes that devaluations would be accelerated, 





the GOB since has slowed down the magnitude of mini- 
devaluations more in line with its traditional 
approach. 


Balance of Payments - Brazil's balance of payments 
again registered a Sizeable deficit in 1975. The trade 
account improved slightly, with total imports estimated 
at US $12.1 billion, down slightly from 1974's US 

$12.5 billion. Exports rose 8.9 percent (in current 
dollars) to US $8.86 billion. This increase was far 
below the Government's expectation of a 17 percent 
improvement and represents shortfalls or price declines 
for primary products -- principally sugar, cotton and, 
earlier in the year, coffee. Exports of manufactured 
goods increased by 14.3 percent. The services account, 
traditionally in deficit in Brazil, worsened to US 

$3.5 billion, reflecting outflows for debt servicing 
(interest payments), freight charges and tourism, The 
total current account deficit of nearly US $7 billion 
(plus debt amortization of $2.2 billion) was balanced 
by capital inflows of $8.1 billion (including US$900 
million in direct investment) and drawing down on 
foreign exchange reserves by $1.2 billion. Exchange 
reserves at the end of 1975 totalled $4 billion, 

down $2.2 billion from their highest level recorded 

in December 1973. Reserves continue to fall in 1976. 


In response to the balance of payments deficit, the 

GOB has instituted further import restrictions. In 
December 1975 the prior import deposit was extended 

to one year and broadened to cover new categories. 

The prior deposit requirement now affects 25-30 

percent of all imports. Importers are required to 
deposit with the Banco do Brasil the FOB value of the 
import at the time of issuance of the import license. 
The deposit receives neither interest nor monetary 
correction and is estimated to add more than 40 percent 
to the FOB cost of imports. Imports having 5 year 
foreign financing are exempt from the prior deposit. 
Additionally, in February 1976 the government pro- 
hibited the issuance of import licenses for many "superfluous" 
(consumer goods) products and product categories for 

a period of six months. Other restrictive measures 


include a 25 percent mandatory reduction in imports by 
government agencies and a decrease in the import duty 
exemptions allotted to machinery and equipment for 





investment projects having government approval. 


Brazil's foreign debt now amounts to some US $22 
billion (US $18.5 billion at the end of 1974). The 
size of the debt and the increasingly adverse debt 
service ratio is of concern to some international 
bankers, according to news reports. It should be 
noted, however, that the amortization schedule of 
Brazil's foreign debt is pretty evenly spread out 
over the next several years. Debt servicing and 
amortization costs now amount to over 40 percent 

of Brazil's export earnings. Although this figure 
seems high, it must be borne in mind that this ratio 
is based on the servicing of public and private debt. 


The outlook for 1976, on the export side, is for 
little, if any increase, in real terms. The GOB 

hopes to bring the total import bill down to $10.5-11.0 
billion. The trade deficit for the January-May 

period reached about $1.2 billion. The Geisel admin- 


istration claims that by year-end it can bring the 
deficit down to $1 billion, but this will be a 
difficult task. Holding imports to that level will 
mean delays or even cancellation of certain projects 
dependent on imports. The government is attempting 

to deal with this problem by designating priorities 

in the issuance of import licenses. Among the prior- 
ities are capital goods and components needed to main- 
tain production lines, especially for products that are 
ultimately exported. 


During 1976, Brazil should be able to finance its current 
account deficit. with only modest recourse to official 
reserves. Despite curtailed U.S. bank lending abroad, 
Brazil continues to attract foreign bank loans, both 
from U.S. and other sources. Direct investments 
continue to provide a sizeable portion of the total 
financing; this year it should come close to $1.0 
billion. Since Brazil exempts the prior deposit from 
imports with financing over five years, this should 
increase the portion of this external gap closed by 
suppliers' credits. 


Implications for U.S. Business - U.S. exports to Brazil 
in 1975 dropped slightly to US $3.057 billion (US $3.1 





billion by 1974). This accounted for approximately 
1/3 of Brazil's non-oil imports, maintaining the 
U.S. as Brazil's largest trading partner. Brazilian 
exports to the U.S., however, are believed to have 
fallen 17 percent, widening the trade gap between the 
two countries to US $1.6 billion. The large trade 
imbalance is of concern to Brazilian authorities, 
especially in view of U.S. countervailing duty and 
escape clause actions taken against several 

Brazilian products. 


Many U.S. exports to Brazil consist of items not 
produced locally or in very short supply,and components 
tied to production lines of American firms. In some 
instances these firms are being urged by Brazilian 
authorities to increase their exports to match their 
imports. The government's import restrictions will 
most likely continue in force throughout 1976. It 
is possible that additional restrictions will be 
imposed, especially if the trade deficit does not 
improve significantly. The government's renewed 
emphasis on import substitution is also likely to 
remain in effect. 


American exporters who find their products non-com- 
petitive or who are unable to obtain import licenses 

may wish to consider protecting their Brazilian markets 
through direct investments, joint ventures, local 
manufacture or licensing arrangements. It should be 
kept in mind that Brazil's long-range prospects are 
bright. The country's continental expanse, its 
burgeoning and active population, and its wealth of 
natural resources all augur well for Brazil's emergence 
as a major industrial power. The best prospects for 
investment lie in certain of the government's designated 
priority sectors. These are capital goods and machinery 
(such as machine tools and metal working equipment), 
shipbuilding, chemicals and petro-chemicals, mining and 
metals, and fertilizers and pesticides. 


Prospects for American export sales are less promising, Ex- 
ports inthe short-term. may fall or, at best, stabilize. 
Competition from European and Japanese suppliers can be 
expected to increase. Financing, especially for large 
projects, will become an increasingly crucial element. 





There are reports that some European suppliers are 
offering advantageous financial packages and even 
offset arrangements in some instances to win con- 
tracts. American suppliers will have to become 
innovative and flexible in their approach to meet 
this kind of competition. 


Many large projects, such as the Itaipu Hydroelectric 
Dam complex, and the Third Steel Expansion program, 
involving billions of dollars in investments, are 
still going forward, although in some cases the 
schedules may be extended. The construction of 
several large minerals projects (e.g., Carajas iron 
ore, Albras aluminum) has been delayed for various 
reasons. Most of these projects require imported 
equipment as local manufacturers cannot meet the 
demand or cannot produce the sophisticated components 
needed. While this picture will undoubtedly change 
as the government's import substitution program 
progresses, there will remain large areas in which 
Brazil will continue to rely on foreign suppliers. 
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